PHI L1 PPI NES ECONOM C WRAP- UP
APRI L 28 -- MAY 04, 2001

Forex and equity markets held their own this week,
despite violent protests against the detention of forner
President Estrada on corruption charges. Credit markets
remai n soft, however, as the |longer term outl ook remains
uncertain. Wakness in the global econony is inpacting
heavily on Phili ppine exports, as first quarter export
inconme fell 0.5%from 2000 figures. The weakness is
penetrating donestic markets as well, with February
manuf act uri ng vol unes shrinking 3% (year-on-year).

Fi nance Secretary Burt Ronmulo is slated to nove to

Mal acanang to take up the position of Executive
Secretary, wth Mar Roxas runored to be noving fromthe
Trade and I ndustry Departnent to fill Romulo's slot at
Finance. Finally, we provide sone new details on the
conti nued erosion of the Philippines' bal ance of paynents
posi tion.

These weekly reviews are avail able on the Enbassy's web
site (http://usenbassy.state.gov/manila). W provide a

| onger and nore detailed review of the Philippine econony
in our February 2001 Econom c CQutl ook, which is now

avail abl e on our web site. The next edition of the

Qutl ook will be released in early June.
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After a weekend of rallies protesting the arrest of
former President Joseph Estrada on corruption charges,
the Philippine peso depreciated sharply on Monday on
fears of political instability. Markets were closed on
Tuesday for the Labor Day holiday, while protesters
storned the gates of the Presidential palace (but were
repul sed) and the President declared a "state of
rebellion" and ordered the arrests of those who incited
the violence (see below). The peso recovered
significantly on Wednesday as cal mwas qui ckly restored.
Wth all of the events of the tumultuous week, the peso
strengthened fromits April 27 close of P50.87/US$ to end
at P50. 38/ US$ on May 4.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)

MAR 26  49. 221 49. 185 64. 8
27 49. 120 49. 165 87.0
28 49. 208 49. 215 107.5
29 49. 378 49. 355 157.1
30 49. 371 49. 510 122. 4
APR 02 49. 717 49. 770 104.0
03 49. 743 49. 730 140.0
04 49. 880 50. 160 137.9
05 50. 182 50. 175 139.9
06 50. 372 50. 200 160. 6
APR 09 Mar ket s Cl osed

10 50. 017 49. 900 78.5
11 49. 880 49. 930 69. 5

12 Mar kets Cl osed



13 Mar kets Cl osed

APR 16 50. 086 50. 200 99. 3
17 50. 238 50. 300 105. 3
18 50. 173 50. 110 162.0
19 50. 054 50. 060 136.5
20 50. 218 50. 280 141. 1
APR 23 50. 441 50. 480 145.5
24 50. 437 50. 415 105. 0
25 50. 546 50. 550 116. 2
26 50. 764 51. 000 132. 4
27 51. 218 50. 870 152. 2
APR 30 51. 339 51. 450 170.9
MAY 01 Mar ket s C osed

02 51. 001 50. 730 167.5
03 50. 459 50. 280 149. 2
04 50. 349 50. 380 81.3

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

At the April 30 auction of Treasury bills, there were
fears anong traders that the central bank woul d boost its
policy rates in an effort to shore up the deteriorating
peso. In response, rates on the 91-day T-bill rose 24.7
basis points to 10.102% The interest rate on the 182-
day bill rose 36.5 basis points to 11.324% and the
interest rate on the 364-day bill clinber 35.7 basis
points to 11.725% National Treasurer Sergi o Edeza (as
well as many traders) said that fears of politica
instability also led to higher bids at the auction.
Edeza cl ai med that the governnent actually was in a
position to reject all the bids, but accepted the
increases in an effort to "let the pressure off" and to
stall monmentum for further increases.



Treasury Bills

Auction Date 91 days 182 days 364 days
MAR 26 9. 059 10. 331 10. 957
APR 02 9.611 10. 479 11. 026
APR 10 9. 959 11. 005 11. 638
APR 16 10. 027 no sal es no sal es
APR 23 9. 855 10. 959 11. 368
APR 30 10. 102 11. 324 11.725

Source: Bureau of the Treasury

Prime Lendi ng Rates of 14 Expanded Conmercial Banks

Dat e of Survey Aver age Range

MAR 22 13. 5156 11. 25 — 14. 656
MAR 28 13. 0484 10. 75 — 14.50
APR 05 13. 1808 10.75 - 14.611
APR 19 13. 4611 11.00 - 15.027
APR 23 13. 3529 10. 75 — 14.855
MAY 03 13. 4683 11.25 - 15.102

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

A 2.92% drop in the value of the 33-share Philippine
Stock Index (PHI SIX) on April 30 was w ped out by a 4%
increase in the PH SI X on May 2 as investors expressed
their optimsm based on the pronpt restoration of order
brought about by President Macapagal - Arroyo. Trading
volunmes remain extrenely nodest; |less than P500 mllion
wort h of stocks changed hands in an average trading
session this week; in April 1999 the average daily val ue
of shares traded was nore than six tinmes that (P3.278
billion). Overall, fromits close of 1420.36 on Apri
27, the PH SI X rose 1.56%to end the week at 1442.46 on
May 4.

Phi |'i ppi ne Stock Exchange I ndex (PH SIX) and
Val ue of Shares Traded



Dat e PHI SI X Val ue

Cl ose (MI1lion pesos)

MAR 26 1448. 37 586
27 1446. 99 401
28 1451. 55 475
29 1430. 16 346
30 1446. 40 438
APR 02 1439. 05 326
03 1452. 26 292
04 1452. 15 317
05 1460. 67 588
06 1471. 13 713
APR 09 Mar ket s C osed

10 1459. 49 479
11 1445, 26 445
12 Mar ket s C osed

13 Mar ket s C osed

APR 16 1453. 84 236
17 1435. 68 271
18 1425. 97 507
19 1428. 87 614
20 1428. 54 411
APR 23 1437. 16 259
24 1444, 00 304
25 1462. 18 431
26 1437.50 302
27 1420. 36 398
APR 30 1378. 84 446
MAY 01 Mar ket s C osed

02 1435. 88 765
03 1430. 39 376
04 1442. 46 405

Source: Philippine Stock Exchange

"A STATE OF REBELLI ON'



Following large protests that led to an attenpt to storm
the Presidential Palace at Ml acanang on the norning of
May 1, President G oria Macapagal -Arroyo declared a
"State of Rebellion". The fighting in the streets near
the Pal ace left 6 dead (including 2 policenen). Police
were able to disperse the crowds and restore order to the
area late in the afternoon of May 1. Under the "State of
Rebel I i on" several opposition politicians, including
Senat or Juan Ponce Enrile and former Anmbassador to the
United States Ernesto Maceda, along with senior police
and mlitary officials, have been arrested (or are being
sought) on charges that they incited the riots and
plotted the overthrow of President Macapagal -Arroyo with
the intention of reinstalling former President Estrada.

Fi nanci al markets suffered on Monday due to the ongoing
protests calling for the rel ease of fornmer President
Estrada, but were closed Monday for the Labor Day
holiday. On May 2, however, instead of being rattled by
the unrest, markets rebounded handsonely to the show of
force by the new President and the pronpt restoration of
order. Jittery investors are unlikely, however, to make
substantial, long-termnoves until the situation becones
nmore clear. In particular, nost anal ysts suggest that
only a trickle of foreign direct investnment will reach
the Philippines through the third quarter; future flows
wi |l depend on the outlook for future political
stability. Interest rates are also unlikely to nove down
significantly until the governnment's fiscal situation
becones cl earer

FI RST QUARTER EXPORTS DOWN 0. 5% YEAR- ON- YEAR

According to the National Statistics Ofice (NSO, export
recei pts declined by 4% year-on-year in March, after
declining by 3.3%in February. Receipts fromelectronic
equi pnent and parts (down 11.5% from March 2000) al so
shrank for a second consecutive nonth, follow ng through
February’s 7.5% year-on-year contraction. Cunulatively,
first-quarter export revenues dropped 0.5% from 2000' s
conparabl e three—nonth |l evel, with receipts from

el ectronics (57% of total export receipts) down 4.5%



year-on-year. First-quarter nerchandi se exports to the

U.S. and Japan — which account for about a third of the
Phi | i ppi nes’ annual export revenues — dipped by 32. 6%

from2000's first quarter.

G ven the current weakness in external markets, and the
resulting inpact on Philippine export earnings, both
private and Philippi ne governnent anal ysts continue to
revise downward their estimates of Philippine GDP growth
in 2001. One private firmis suggesting real GDP growh
could be as low as 2% Wth a popul ati on grow ng at
2.36% annual | y, such slow growh will do little to
further the governnent's stated goal of poverty

al l evi ation.

PHI LI PPI NE MERCHANDI SE EXPORTS
(I'n US$ MI1ions)

January — March G ow h
2000 2001 (%
TOTAL EXPORTS 8, 607. 4 8,562.6 (0.52)
Agr o- Based Product s 3712 3843 3.53
Forest Products 5.2 5.8 11. 54
M neral Products 181.1 123.8 (31.64)
Pet r ol eum Pr oduct s 94.8 75.2 (20.68)
Manuf act ur es 7,731,

6 7,724. 3 (0.09)
El ectronics Equip. & Parts 5,060.0 4,834.7 (4. 45)

O hers (mainly re-exports) 223. 4 249. 2 11.55

Sour ce: Nati onal Statistics Ofice

FEBRUARY MANUFACTURI NG VOLUME DECLI NES

The National Statistics Ofice’s (NSO |atest Mnthly
| ntegrated Survey of Selected Industries (MSSI) showed a



3% year -on-year decline in aggregate production vol une
during February 2001. That performance marked a second
consecutive nonth of negative year-on-year growh. Eight
of sixteen manufacturing sub-sectors posted production
declines (led by transport equi pnent, wearing apparel,
wood/ wood products, and basic netals). On the other
hand, sales volune -- down 2.4%year-on-year in January -
- expanded by 7.9% fromits February 2000 | evel.

On average, the volune of production index contracted by
2.5% year-on-year during the first two nonths of 2001, a
reversal fromthe 10% aver age expansi on posted during
2000’ s conparable period. The results did not cone as a
surprise. Businesses, already struggling with rising
production and operating costs as well as softening world
demand for major export products, had to deal with
chal | enges posed by escal ating political uncertainties
(whi ch, anong others, saw the peso drop to new | ows and
donestic interest rates junp). Overall, economc

pl anni ng officials expect the Philippine' s Goss Donestic
(GDP) to have slowed further to 2.3-3.0% year-on-year
growh during the first quarter (from 3.6% GDP grow h
during 2000's fourth quarter.

The governnent hopes that full-year 2001 manufacturing
gross value added will nuster at |east 5% growth in real
terms (conpared to 5.6% growh during 2000) for GDP to
expand by 3.8%this year. Those targets may prove
chal l enging -- considering the worse-than-expected world
econom ¢ sl owdown, high donestic unenpl oynent, pressures
on the currency, and lingering political uncertainties.

Year - on- Year % Change

Pr oducti on Net Sal es
Vol une Vol une
January 2000 12. 3 10.1
February 7.7 10.5
Mar ch 2.5 10.5
Apri l (2.4) 8.3
May 12.6 21.0
June 13.5 8.0



July 19.7 5.7
August 9.2 13.2
Sept enber 15.9 2.9
Cct ober 20.0 3.7
Novenber 39.7 15.8
Decenber 8.7 7.7
January 2001 (2.4) (2.4)
February (3.0) 7.9

Sour ce: Nati onal Statistics Ofice

FI NANCE SECRETARY ROVMULO TO MALACANANG?

Presi dent Macapagal - Arroyo suggested in a press
conference on May 2 that current Secretary of Finance
Al berto Romul o woul d be noving to take the position of
Executive Secretary, replacing Renato De Villa, who is
recovering fromheart surgery. The President was vague
as to the timng of the nove, saying only that it would
be 'gradual.' Current Secretary of Trade and I ndustry
Manuel A. "Mar" Roxas has been suggested to repl ace
Ronmul o at the Departnent of Finance.

BOP UPDATE

According to recently rel eased bal ance of paynents
statistics, the Philippines’ January 2001 current account
surplus wi dened by 11.9% year-on-year to $518 mllion.
Exports slowed to a single-digit growh rate (6%, but a

smaller inmport bill (down 8.6% neverthel ess allowed the
trade-in-goods surplus to expand to $436 nmillion (nore
than five tinmes the January 2000 level). Still, the

overal |l bal ance of paynents (BOP) ended January nearly
$600 million in the red. That overall BOP position
refl ected a weak capital/financial account, which
recorded a $1.1 billion deficit (nmore than five tinmes
January 2000’ s $211 million gap).

Al though detailed statistics are not yet available, the
Phi | i ppi nes’ BOP position — conputed fromthe change in
t he Bangko Sentral’s net international reserves -— was



estimated at $513 nmillion deficit as of end-March. The
current account is expected to remain in surplus in 2001
despite sl owed export growth because of nobderate inports
(partly reflecting the inport-dependent nature of the
country’s major export products). The first quarter BOP
deficit indicates the continued weakness of the capital
and financial account. BSP officials told the Enbassy
that the BOP probably was headed for another deficit this
year.



